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INTRODUCTION AND SUMMARY

The New York Public Scrvice Commigsion staff's “Draft Prefiling Statement” of
Marceh 17, 1998 first limiting, then torminating the availability of the unbundled network
clement platform (“UNE-Platform or “UNE-P*) (see chart, March 17, 1998 draft p.10), if
put into effect in anything close to ity current form, will eliminate the hope and promise
of the Telecommunications Act for broadscale price and quality competition for
residentia] and small business consumers. The staff’s proposal suffers from nuznerous
defects, which we diseuss briefly below.

e In Sectien [ below, we demonstrate that the staff’s propoesl it basad om
fundamental faflacies about the extemt and availability of facilitics-based
competition. The facts upou which wc rely are set forth as wcll in greater detail in
the AfBRdavit of LCI’s Dircctor of Local Network Plarming, Timothy J. Burke,
Exhibit A hereto.

e Im Sectiom 1l below, we reitcrate our concems aboui any possible roie of the
Department of Justice in pre-approviag s Bell company application which has not
yet been filed before the PCC, or commented upon by imterested parties. Our
concan is that the DOJ's views on an RBQC's Section 271 applicauon are
accorded “substantial weigh(™ under the statute. In LCI’s view, this pute the DOJ
in the rolc of a judge, not = party negotiating a2 consent docree.

¢ In Section III below, we sct forth & fow of the most obvious legel deficiencics of
this proposal. It is defective on its face Sections 251(c)(3), 251(c){4), 251(cX6),
252(d)(1). and 202 of the Telecommunications Act.

o [In Section IV bclow, we sct forth the most ohvious paragraphs which are no more
than vaguc and uncaforcoablc “promises 10 perform.™ Again, in LCI’s view, the
stafY proposal is an open invitstion to farther litigation and uncerminty.

) Fhany.inSeedonVbclow.buedontbefadlmfonhhm‘wormwom
request that the Commission hold geanine cvidentiary hearings oo the staff™s
important new proposal first to drastically limit, and then to terminste, the UNE-
Platform.



L THE STAYI'S PROPOSAL 1S BASED ON FUNDAMENTAL
FALLACTES ABOUT THE EXTENT AND AVAILARILITY
OF FACILITIES-BASED COMPETITION

The swil’s proposal apparantly sssumes that full facilitics-based competition = available
throughout New York City for business customers, and will shortly be svailable for residential
and xmall business customers throughout the state. Nothing could be further from the tuth.  See
generally, Burke Aflidavit attached hereto as Ex. A

First: Competitive Local Exchange Carriers (“CLECS™) today do mot serve the
majority of New York City’s business castomeers and the vast majority of New York City’s
residential custemers, and there is no reasoa to axpect this to change in the fature.

s Of the 76 end offices in New Yock City, there is collocation by CLECs in only 15 end
offices. Over 1.5 million business lines (56%) and 2 million residential fincs (75%) in
New York City are gerved out of end offices where there is oo collocation by any CLEC.
(Burke Aff, Ex. A, 94)

e In Manhattan, wheare CLEC coverage is the broadest, there is collocstion only in ten (out
of 24) end offices. All cnd offices in Manhattan with collocanion are south of 59* Street
and in high-cnd business districts or high-incomc residential areas. There are over
500.000 busincss lincs (33%) snd 200,000 residential lines (33%) in Manhattan et
offices whexe there is no collncation at all. Most CLECs are concentrated in a handful of
end offices in New York City (15) and have virtually no nctwork presence outside
downtown Manhattan. (Buwke Aff, Ex. A, {5)

¢ The presence af 2 CLEC in s given cad office only menns that all customers sexved out of
the end officc could potentially be sexrved by the CLEC. Most CLECs do not have
sdoguatc capecity to serve a large market share of all customers in the end offices where
they aro collocated. (Burke Aff., Ex. A, 1 B)

Given meir highly limited coverage of end offices in New York City, CLEC networks simply do

not reach a sipnificant portion of LCT's.

Secend: Economically and techaically, BA-NY's Extended Link offering is net an
sdsquate substitute for the coliocation-bmsed strutegy to deliver local telephomy
services to amall businesses and residential customers.

e The Extended Link service imposcs comsiderable charges for hansport from the end
officc scrving the usbundled loop to either 2 CLEC’s hub end office (where it is
collocated) or its switch location. A CLEC could profimbly provide local service using
Extendsd Link only 1 customers who geacratc montbly revenues in excess of $100 per
bine. This eliminates the vast majority of small businesscs and virtually all residential
customners. (Burke AfE, BEx_ A, 11-12)
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With average (distance-insensitive) pricing, only high-revenue customers could be
profitably scrved by Extendod Link. Small businesses and residential customers wiil
enjoy little choice w the local market. With dc-averaged (distance-scusihive) pricing,. As
with the collocation-bascd facilitics strategy, 8 CLEC will find that the business casc for
the provssion of local services with Extended Link is justified only in arcas with a tugh
density of high-usage customers within a rcasonable distance of its hub (collocation site).
Smal) businesses and residential customers will remain unserved by CLECs. (Burke AfT.,
Ex. A. 7 13) :

The Extended Link product severcly compromises the quality of serviee that 2 CLEC can
provide, placing the CLEC at a compelitive disadvaulage. This extension could decrease
the quality of the origiual voice signal, increase the provisioning and activation mterval,
and increage the risk of service outsgr: lsalating the source of trouble when a linc is down
will coquire a highly complex, time-consuming., and capausive sectionahization and
testing process. I{ is unreasonable and unwise to smposc such complexity on customers
reliant on the CLEC's disl tone for 911 emcrgency calls. (Burke Aff, Ex. A, 113)

Third: Rsliance oo facilitics=based CLLECs as 2 Carriers’ Carrier is not a viable

option for providing lacal scrvices o either bosiness or residential customers.

The mnst matwe CLECs (MFS and TCG) have been acquited by Intcrexchange carriers
(“IXCs™) (WorldCom and AT&T) with internal needs fer excocding the capacity of cither
MFS® or TCG's jocal ncaworks  Strategically, an [XC has minimal motivation W scrve a
competing TXC with a local product. Extreme undercapacity characterizes CLEC local
uctworks which are scaroa resources commanding huge premiums when sold. Given the
expensc and Lime required to build local networks, this will remain the case for the
foceseeable future. (Butke Aff, Ex. A, {1 15)

No CLEC has yct to offer a wholesale price sufficient for LCI (or any other reseller) to
maintin profitable margina. (Bugke AFE, Bx. A, §21)

Givan the limited coverage of even the most mature CLECs, LCI would have to resell
both CLEC and BA-NY services in every market to reach ite cugtomer base, gince, as in
the casc of LATA 132, 60% of LCI's long-distance customers cannot be reached through
CLEC resale. (Burko Aff, Ex. A, 113)

The majonity of faciliics-based CLECs do not offer swikh partitioning or other
upbundied network elements. Omly the most cash-starved CLECs have baem willing to
discuss with LC! the sharing of coflocation facilities and switch partitioning. (Burke AL,
Ex. A, ¥24)

With limited coverage, insuffient discounts, md conflicts of imeerest between CLEC retsi! and

wholesale operations, CLEC's ace ualikely to provie a visble method 1o deliver local sesvices on

a wholecsale baais.



Fourth: The expence and time required to baild s local wircline network meany that
existiag CLECs are uulikely to expand their networks and new CLECs are unlikely to
build networks to serve most small-business and residentisl customers ia the foreseenble
futwre.

¢ The provision of facilities-based eowapetitive Jocat lelephony servicos requires more than
purchasing and activatiug a local switch. The capital expendilurcs associaled with the
purchase and sctivation of a Jocal awitch are lcsa than twenty percent (20%) of the total
upfront capital expenditures rquired (o build 4 local netwark. (Burke AfF., Ex. A, §28)

* A collocation-based facilities strategy makes business scnsc only if service is provided
from cnd offices with a largc murmber of potential customers marked by high usage. In
othar words, such a strategy is economically scasible only in end offices that are locatad
in commercial districts with a significant nwmber of large- and medium-sized businesses.
A CLEC couM aitematively lease BA-NY biansport to connect 8 customer’s building to
the ilx switch. A signilicant quantity of customcer lincs and wsage, however, is required to
justify thne 2ervice delivery method. (Burkc Aff, Ex A, 135)

Thus, facilitics-based delivery of Jocal services is fmancialty scusibic only in highly dense
commercial distnets. LCI has encounteved numergus problems that have dclayed s ability to
develop and implement an app-to-app EDI interface with BA-NY.

Fifth: The economics of local wireline setworks is imhercatly different
from those of long dirtance and local wirelssa networks.

¢ Long-distance cariers oaly nced to pick-up or drop-afT their traffic to a limtied number
of tandem locations (sfier just one) to sorve all customers in thc entire LATA. To
provide local sarvice 10 all customers in a LATA, including small businesses and
residential customers, a facilitics-bayed CLEC must culiocats in every end office within
the LATA, build fibcr (10 every building, or obtain line-of-sight microwave to cvery
customcr premisa. (Burke AfL Ex. A, 4 37)

* Long-distance networks arc marked by significant economics of scale (declining average
costs) and utilize capital resources very cfficiently. The transport and switching capacity
of a long-distence netwock is designed to mimimizc idic time because of the inherently
shared natire of these resources. Each additional minutc on a long-distance network
wignificantly reduces the pev-mnit cost of providing long-distance gervice. (Burke AfT., Ex.
A1)

= By contrast, there are non-trivial incremental capital costs associsted with local networks
oot present with loug-distance actworks in addition to considerable upfront fixed costs.
Each additional line on a CLEC’s network requires at lemst $100 in additional capital
expenditare associaind with line cards cithar in the digital loop carmier or the switch that
convert analog signals to digital. (Burkc Aff.. Ex. A, § 40)



High incromental eapital encts (associated with each new linc), acutc bottienccks (such as public
and pﬁ;c rights-0f-way), and a high share of axsets that cannot be shared by multipic customers
(dedicated lnop) differentiate lacal wareline networks from loug~distance and local wircless
petworks These distnguishing features make highly unlikely the proliteration of local wircline

networks anytitoe tn Uk foreseeable future.

Sixth: As a company with a large share of small-busivess sud residentinl customers,
LCI needs an sconomically viabic Unbundied Nerwork Elemest Platform (“UNE-P™) to
provide local services to the majority of its customers in the state of New York

s Over half of LCT's commercial customers in the statc of Ncw York gencrale less than
filty dollars (350) iu monthly revenucs. Roughly 6% of LCI's residentia) customers in
the state of New York genernte lcss than tweaty-five dollars ($25) in monthly revenucs.
Using & CLEC as a carriers” carrier it not = feasible gption to scrve of these customers.
(Budke Aff, Ex. A, 143)

o Tha minimum requirements for an cconomically viahie UNE-P arc.  unbumdled network
elemcats must be set st TELRIC rate, non-recwiring charges must be at tue cost, the
carricr coploying the UNE-P must be allowed to charge for access, gluc charges should
be negligible (if any) , no collacation should be regmred, and there must be true common
sharod wansport capability. (Burke AL, Ex_A, 944)

= An UNE-P that meets the above requirements will permit LCI to sefve its representative
small busmess and residential customers profitably. Net income then would be roughly
four percent (4%) for a typical business customer and one percent (1%) for a
represemtative residential customer.  Under the proposal put forth by BA-NY and the
Public Service Cammistion of New Yark (“PSC™), net income would be minus five
porcent (-5%) for the average of business customer and minus eleven percent (-11%) for
the typical residential customer. (Burke Aff., Ex. A, { 45)

Tbe UNE-P recommendad by the PSC virtually preclndes LCI from providing 8 competitive
local services option to the majority of its busincas custvmers und virually all of its residential
cusiomers,

Seventh: The limited UNE-Platform with 2 suxset proposed in the szafl’s proposal is
uplikely to be utilized by LCI (or other carriers its sizc or smaller), because of the expense
of development costs.

* LCI's development of resslc OSS interfaces bas been cxtremely costly and time-
consoming. For cxamplc, LCI has been working with BA-NY since May 1997 to design,

-5.



develop, test and implcment BA-NY's resale EDI ordering interfacc. During these ten
months, BA-NY has changed the version of its EDI interface four times. See Strombotne

Aff,Ex.B.

s While LC! is hopeful that some of the sigmficunt problems that it has eucountered with
BA-NY's resale OSS will be remadied, the process of developing and implementing an
app-io-app EDI imerface for the UNE Platform will unquestionably rcprescat a
significaut development effort for LCL. (se¢ Strombotne AfF, Ex. B at § 5)

* Significant development cffots wonld be rtquired to design, develop and implement the
OSS interfaces for the UNE-Platfunin with BA-NY, (see Sttombome A ST, Bx. B a1 5)

For thesc rcasons, LCI belicves that it is unlikely that carmiers its size or smaller will be
able to undertake the development costs to utilize the UNE-Platform for the time and geographic
markets containcd in the stall pruposal. See Strombotnc Aff, Ex. B at{ 5.

II. THE DOI'S ROLE IN FORMULATING OR INFLUENCING

THE NEW YORK COMMISSION®S POLICIES SROULD BE
PUBLIC AND ON THE RECORD.

It sppcars from the face of the Comnvssion’s “Draft Prefiling Statermoni™ that the
Department of Justice (“DOJ™) has played some role in devclopment of the principles of the
Mareh 17, 1998 “Draft Prefiling Staterocat.™ This is 2 further rensom that the New York Public
Service Commission needs to open its process to develop a reand with a hearing in which all
interested partics may partapate.  Specifically, the Commission should ask the DO, if in fact it
wishes to influence or patticipate m the course of the New York Commiission'’s decision at this
stags,  put its vicws on the rocord publicly as 2 participant in an opea process, so that those
views can be responded to by all interested partica. This is particularly important becanse the
DOI’s vicws are to be given “substantial weight™ by the FCC, and an open process at the New
Yock Commission is essential to a fair cvaluation by the FCC of the DOJ's vicws to it when a

Section 27] application is filed

M. LEGAL DEFICIENCIES APPARENT IN THE STAFF'S PROPOSAL

-6-



Manifold and scricus legal problems are evident from the brief review of the saf"s
proposal allowed in the time and page limits imposed by the Comvaissiar.

Under the stall proposal, [at p.9,] Bell Atlantic would commit only o providing “the
complete UNE-Platform to CLECs for service to residential and business POTS customers,” as
sel forth in the chart comminad st p.10 of the waff proposal. The chart indicatés that both
commitmants would sunset in three to five years, and would not apply at all for service to
busincss customers in New York City. Sevious legal issues are raised by this proposed
“esanmitment.”

¢ The exchsion o nB<BEgB§&%§&§FE[§w
o_gﬁEn:znvEm!ﬂdsnSEEoﬁsﬂnuszz*oﬁnQ
appears to violate not anly the non-discrimination requirements of section 251(c)3).
There is no cxception that would EEE%E&?EF&.&R
section 251 (c)(3).

¢ The lmitation o m?ggsgnlczmvgﬂeaﬁgmo.ﬂmﬁ
§§§§885§§3A§r§9§5
actess to netwark slements fir the provition ml»mulﬂa::i!.ﬂ.oﬂ-ogon.g;
POTS. The Eighth Circwt hus agreed that “the FCC's determination that a competing
EQESE?EQBEE%QQ&%E
mcoumbert LEC s imbundled network elemcnts is le...” Opinton, Jowa Ulilities
Board, et al v. FCC, &t al, No. 96-3321, Court of for the Eighth Circuit (filed
July 18, 1997), puge 143. Scc also comuncnt on page 1)1, paragraph 3, below.

e The sunsct 0 m&négagnﬂczuvlhogis——g w violate
section 251(c)(3) of the Counmunications Act, wi jjﬂ'nﬁ!ﬂgg
exchange carrier [in this case Bell Atlatic] providc non-discriminatory access to
unbundled network elements at say technically fcusibile point. The statute contains no
sunsct on this requircinent.

« The geograpbic cxclusion o nzadagﬁgaageogggﬁb of
unngggﬁgsﬁl 1 shall e nplawful for any common
carrier... o subject any paticular person, class of parsons, or locality t any vndue or
EEEEEABUEE It scoms plain that deying
all busimegs customars in New Y. o&g?oang.w?ginﬁgﬂg
service provided by combinaficns of unbundled o clemaents or the UNE platiorm to small
businesses in other parts of the State of New York violates this stziutory requirement.



The staff proposal further states fat p.11, § 1] that “charges for existing [UNT] plaiforms
will be :;djuned over a three year period to eguate the plagform price with the resole price.”
(cmphasis added). 1n addition, the proposal statcs that after the sunsct of the combinations and
UNE pistform hag aceurred, new competitors will be able w0 get the UNL platform at the resale
price for “the longer of two years or whenever the arca is doemed substantiatly competitive.™
Again, lepal deficiencies appear on the face of these proposed provisious:

= Soction 252(dX1) of the Cummmmications Act states clearly that prices for unbundled
wctwork elements obwained under section 251(c)(3) of that Act shall be non-
discriminatory and based on cost. Scetion 252(d)(3) of the Communications Act provides

that the price of rcsale gervices obtained andey scction 251(c)(4) of that Act shall be a

wholecale raie determined by subtracting avoidal costs from the retail mte. By changing

the cast of the uabundled aetwork clement pladform to the resale rate, the staff proposal
explicitly violates the plain requircments of the statuts.

* The stall propasal also violates the clear siatutory requirements in sections 251(c)(3) and
252(d)(1) of the Conwnunications Act that the raics for unbundled network clcments muat
be non-discnminatory., As proposcd, a new compelitor entering the market one year after
the sunset of the UNE platform roquirement would immediately pay the full resale rate,
while a competitor that entered before the sunsct would have a differegt rate for two more
years due to the proposed transition from cast-based rates to the resalc ratc.

The siu(T proposal goues on 1 sey [at p.11, §2] that “In New Yok City, where the [UNE]
platform is not availablc for buxmess cuﬂbmcrs. Ball Atlantic-NY commits to provide terms for
collocstion which are more favorable than those provided in other areas” (emphasis added).
This propossd commitment on its face would clearly violate the non-discrimination requirements
of scctions 251(c)X3), 251(cX6),and 202(a) of the Telsammumications Act.

Finally, the staff proposal singles ous [at p.11, 1 3] combinations that include a specific
vabundisd network slement, namoly the combinatian of 8 company’s link with a corpany’s port,
for a differant pricing regime than combinations of all other network elements. This portion of

the propusal lacks any stannory or jadicial foundstion:



o The statute, the FCC, and the Eighth Circuit have all clearly stated that section 251{e)(3)

of .the Communications A¢{ permits a competitor to deternine which combination of
nctwuck cleroenls il wishes w obtain, and section 252(d)(1) of that Act requires that those
clcments be pon-discriminatorily priced on the batis of cost This element of the
proposal limits what cowmbinations of unbundied netwurk clements compcetitors may
obtain on the basis of cost and is discriminating under Section 251(c)(3).

Furiher, the propocn! would specifically pcrmit Bell Atlaatic to provide the unbundled
network clement known as a “multipleast” ai cither cost based priccs or at “the retail
price less the wholesale discount™ which would appear to violate the statutory scheme
established in section 252(d)(1) of the Commumications Act.

THE STAFFS PROPOSAL IS 8O VAGUE AS TO BE NO MORE

THAN AN UNENFORCEABLE “FROMISE TO PERFURM,” WHICH
GUARANTEES FURTHER LITIGATION AND UNCERTAINTY

The staff proposal is so vague and important rcspects as to be nothing more than a

‘promise to perform” a tazk which is not ovon ressonsbly described. To statc just one examplc,

LCI notes on p.11 the following “commitment™ by Bell Atlantic.

dizcriminatory? When will these terms be established?

In New Yurk City, where the platform is not available for business customers,and
in other arcas where the platform becomes unavailshle, BA-NY commits to
pruvide tarms for collocation which are more favorshie (o requesitng carricrs than
those provided in the other arcas.  These include, at the option of the requesting
casrier, smaller sollocation cages, sharing of collocation cages, non-cage physical
collocation, and reasonabls recombinatian of clanents through viral colloction

What arc (crms “more favorable™ 1o requesting carriees? Why is this considered non-

|
LCl believes that these and other problems in the docwment demonstraw why the
|

standard procedore set forth in Section 271, of a final applicatipn filed by an RBOC, judged by

the state commission, filed with the FCC, commented apon by intcrested paxties within 30 days,

commenied upon by the DOJ within 50 days, with a decisian by the FOC within 90 days, is the

spprupriate and indeed only workable methed for judging the complcx facts which arc inharent

in attempting to inject competition into heRBOC s network.



V.  LCIREITERATES IT8 REQUEST, BASED ON THE FACTS SKT FORTH
_HERFE, THAT THE COMMISSION HOLD GENUINE EVIDENTIARY
IEARINGS ON THE STAFF’S IMPORTANT NEW PROPOSALTO LIMIT
AND THEN TO TERMINATE TRE UNR-PLATFORM

LCI hereby renews irs motion for evidentiary hearing on & full record, bescd on the
cxtensive evidentiary facts it has been able o guther and prescnt in the five calendar days since
reveiving (he staff's proposal on the marning of March 18, 1998. These issues ave critical 10
competition in New York and nationwide. LCI belicves the staff and DOJ are proceeding on
fundamcntal fallacies as o the extent snd avaniability of facilities-based competition These nced
to be openly aired and hitigated beforé a neutral body, as the due prucess clsuae of the United
State Comstitution requires, LCI belicves that the Comision" admirable record in other arcas,
when it is followed notice and hearing proocdaurcs show a strong nccd for that traditional process
to be followed with the new proposal from the staff, first to drastically Linit and them to tesminate

the availability to competitors of the all-importast UNE-Platform.

onren, [t~ 29, /777

Respectfuily submitted,

B L e (e LA

\,,,, Rncky N. Unruh Anne K. Bingsman ?\\

Morgenstein & Jubclirer President
One Market Local Telmnmmnﬂuhm Division
Spear Street Tower, 3204 Floor LCT Intcrnational qelwomap
San Francisco, CA 94105 8130 Greenshaoro Dr., #800

(415) 896-0666 MclLean, VA 22102

(415) 986-5592 (fmx) (703) 6104875

(703) 610-4878 (fax)
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NEW YORK STATE
PUBLIC SERVICE COMMISSION

Petition of New York Telephone Company for
Approval of it Sewmcit of Gencrally Availabie
Terns and Conditioas (§ 252) and Draft Filing of
Pelition for Interl ATA Enrry (§ 271)

Casc No. 97.C-0717)

AFFIDAVIT OF TIMOTHY J. BURKE

1, Tirmothy J. Burke, being duly sworn, do hercdy state:

1. 1 amn currently eraployed by LCT International as Director of Network Planning in

the Local Services Division. 1 have over fifieen yeare experience in the telecommunications

industcy and bave worked in various positions within network planning, eagineering, and

network operations. Having worked for NYNEX for slmost fowgteen years, | am intimately

familiar with end nffices in both New York City and upstate New York. I also worked for

the wireless subsidiary of NYNEX for six yesrs. At LCI International, [ am primacily

responsiblc for cvaluating facilities-based straregics to provide local sexvices. [ am also in

charge of negotisting intercomuection agresments with Incumbent Local Exchange Carriers

BExhibit A to LCI's m::



Section ]

Competitive Local Exchange Carriers (“CLECs™) today do 0ot serve the majority of

New York City's basiness customers sad the vast majority f New York City’s

residential customers, and there is wo reason to expect this to change ia the fomre.

2.  Competitive Local Exchange Carriers (“CLECs™) today do not serve the majority
of New York City's business customers and the vast majority of New York City’s residential
customers. The gvailable empirical evidence suggests that facilitics-bascd CLECs have focused
their facilities development in end offices located in commercial districts with a signifieant
number of large businesscs.

3. Based on information provided by Bel{ Atlantic Network Services on March S,
1998, callocation has been implemented oaly in 31 end offices throughout the state of New
York. (sez Ex. A). [ assume conservatively that CLECs are r;jollocated in al) 31 end offices.
Twenty-six end offices with collocation are in LATA 132, whu:h covers the New York
metropolitan area. This leaves over 160 end offices in LATA 132 with no colloeation.
Assuming that 70% of switched access Iimes in Manhatn antll 15% (state-wide proportion) of
switched access IimehewhueintbcLA‘l‘Ambuﬁmlin%a,mz.S million business lines
(63%) and over 3.5 million retidential lines (78%) in the LATIA can be served only by Bell
Allantic-New Yark (BA-NY™). Thaemmmnebaudm 1996 ARMIS data that divides all
switshed access lines in the state of New York by end office (ssw Ex. B).

4, Even within New York City, the coverage provided by compctitors collocared in
BA-NY end offices is minimal. Of the 76 end offices in New York City, there is collocation by

CLECs m only 15 end offices. Over 1.5 million business lines (56%) and 2 millica residential




lincs (75%) in New Yotk Cily are served aut of end offices whers there is o collocation by any
CLEC. | !

5. mmmhhmwhcﬂlhﬁmhtmo!&euw
officas iti Manhartan, all of which arc south Of 39" Strset and in high-end business districts or
high-mcome residentis) areas. Emﬁ&&khvdwvﬁip.m“ovam.mm
ﬁnﬂﬂ3%)uﬂm000m5ns(33%)hwdoﬁmm¢aﬁsm
collocation at alL Most CLECS are coucentrated i a IofmdoﬂicainNewYorkCity
(15) and have virtually 5o nctwork presence outside Mashartsn,

6. Mo of the end offices in LATA 132 owside Mashastan listed by Bell Aslantic as
collocation sites are tandem offices. These locations may not be used by CLEC 1o provide local
services but cather to take advantage of cost-cffective nnhnlg and inlerconnection to BA-NY's
mtkbnumimﬁmmdmplcﬁonnfu.lh, tl

7. In LATA 132, m:ghly&O%ofLCl'smmliﬂmnmedbya\d
offices with no collocation at all. Almost half of the business|lines of LCI comumercial customers
&llwithi.nmdoﬁ’:cuwh:noCLECiscoﬂowcd.

2 Th-mofaCLBCmagivmmdoﬂ’up\ymsmumm

sexved out of the end office could poientially be served by the CLEC. Most CLECs do not have
dequmnhhormnsponmdtybmallzomkdl?noﬂnmhhmd
offices where they are collocated. Ind:eNewYoxtmnpolialnmCLECshnvcmchedat

least 50% wutilization of installad switch capecity but they have suceessfuily penetrated lece thag
two percent (2%) of switched business lines. ThmiupsuhTumeCLECsm
targeting high-volume customers, including Internet Service Pyovi who gencrate
considerable terminatimg wraffic that yiclds reciprocal l ion dollars. The low maket
23t i

i
)

|
|



share of CLECs together with high swiich utilization means that CLECs will hava ta make
signiﬁcix;; addmonnl capitel investments in swilching, uagsport, and back office systems 10
support a sufficiently large customer base that poses a competitive threat to BA-NY in the local
market.

9. For the reasons set forth at greater length in'Section IV below, parsgraphs 27
thyough 35, it is unlikely that existing CLECs will expand their aetworks or new CLECs will

build networks 1o serve stall-business customers and residential customers.

Section I

Economically and techmically, BA-NY’s Extended Link affering is not an
adequate substitute for the collocation-based strategy 1o deliver local telephouy
services 10 sumil basinesses and residential customers.

10.  Economically and sechnically, BA-NY's Extended Link offering docs not correct
the problems with a collocation-based strategy 10 deliver local telephony services 10 small
businesses and residential customers fior the following reasons,

h mamunksmicemmmamb:kew for transport from the
cod office serving the unbnndled Joop 10 cither a CLEC's hub end officr (where it i collocsted)
or its switch location. ‘

12  BA-NY’s most receat Extended Link prposal imposcs over $27 per line per
month (based on statewide average distance), making it virhually impoasible o serve the average
customer. Adding the aliocated cost of sy collocation, the alipeated cast of back office systems,
ndthcaﬂomdaﬁnidmaﬁwndovehwdmlCU%Cmﬂdmﬁﬁnblypmvidehﬂl

. . . |
mmmﬁ&ddlﬂmbbmmmmmymhmofﬂw
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per line. This eliminates the vast majority of sronll busin?es and virtually all residential
custouﬁs.
13.  With average (distance-insensitive) pricing)only high-revenue customers could be

profitably served by Extended Link. Small busincsses andjresidetuial customers will amoy Ulttle

choice in the local market. With de-averged (dimcc-oaritive) pricing, & CLEC wll deploy a

facilities-based strategy using Extended Link only 1o serveicustomers located in end offices close

to its hub end office or switch site. As with the coliocation-based facilitics strategy, a CLEC will

find that the business case for the provision of loeal serviegs with Extended Link is justified only
in areas with a high densiry of high-usage customers withiz a.rcasonable distance of its hub
by CLECs:.

14.  Bell Atlantic has tanffed the Extended L i ie for well ovcr a year. The fact

that no carricr has yet to order the service strongly suggestathat the offering is not economically

viable.
15.The Extended Link product severely g ity of service that s CLEC
can provide, placing the CLEC a1 2 competitive di ‘nrwunkismny

a physical sxtension of the local loop from the originatiog «pdi o to eithar the CLEC"s hub or
its switch site. Techniraily, an anajog signal will be con
will be MUXed at least once (most likely two o more tin
likely two ot more times), aad finally the digital signal will
This process could decreess the quality of the ariginal ve
provisioaing wad activation interval and aleo increase the risk 9f srvice outage. Finally,
isolating the source of trouble whea a line is down will requ

-5-




cunsuming. and expensive sectionalization and testing process. It is unreasonablc and unwisc as
a mauer of public policy to impose the costs of such complexity on customers who arc rcliant on

the CLEC’s dial tane for making 911 emergency calls.

Section IT1 |
Rellance on facilities-based CLECs as a Carviers’ Carrier iy aot a viable option
for providing local services to either business or residential custamers.
16.  Reliancs on farilities-based CLECs as 2 Carriers” Camier is not & vizble option for

providing local services to cithar business or residantial cummers for the following reasons.
The most mature CLECs (MFS and TCG) bave boen acquiredl by Intcrexchange carriers
CIXCs™) (WortdCom and AT&T) with internal needs (lou-duumc and ISP services) fer
excecding the capacity of either MFS' or TCG's local mwk& Strategically, an IXC has
minimal motivation to serve 2 competing IXC with s Jocal priduct This is different from
wholssale sales of IXCs' long-distance networks that have ‘suhsnnual excess capacity and

competition for wholesale sales. Instead, extreme undercapacity characterizes CLEC tocal
|

' nuvmks,wﬁchmmemommmnﬁnghmwﬁﬁimwmm Given the

i

expensc and time required o build Jocal netwodzss, this will: the case for the foresceable

future.

17.  Moxt CLECs also have retail opevations that canflict with potential wholessle
programy. Sales charmel conflicts between the retail and divisioas of CLECs are
difficult to manage. Poramxplc.whmaCLECadd:am -premises building oa its

fiber network, its retail anm almost immedintely follows with a marketing blit2 that fae




|

all practical purpnses eliminates the possibility of resale to customers in the building by any
wholesale customer of the CLEC, euch as LCL

18.  LCI spent considerable time and resources negotiating with une of the nation’s

moat mature CLECs only 1o discover that the CLEC’a prame motivation for offcring resale at an
appcaling wholesale price was to obtain LCI’s dedicated sccess business. The CLEC ultimately
retractad its original wholcsale prices when it snalyzed the retail margins it would forego by
putting wholeasle services an its scarce and expensive local assets (switch, fiber, collocation
cages, digital loop carrier line cards). .

19.  Since May 1997, LCI has antempted to jatc wholesale contracts with a

number of CLECs This project has been my resposibility sinec Jate July 1997, 1 have
contacted virtually every CLEC and have Jcarned that not ’I

le CLEC has sarabiished
functional wholesale divisions to support potential resellers. ' fthough some have whoinalc
divisions in name, they have neither dovcloped the processes ledevotedthc
personnel required to support wholesale operations. None have developed macketable wholesale
products.
20. Two other CLECS that solicited LCTs loeal (as a rexcller) a year ago
have sinee rescinded their offers. Nsither has perfecied the sysiems needed to support

their own reesil operations. Both clzire significan: defects in

of unbundled Jocal loops. Problems associsted with unb
CLEC ocders large mumbers of unbundied local loops. The
number poctability also impedes successful marketing to

21.  Furthe, no CLEC has yet 6 offer wholesale prices that allow LCI to maintain
profitable margins. msknhm:wmhinvdm%tﬂﬁmmmm
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administrative expenscs than both long-distance and BA-NY local resale. To conduct CLEC
resale, I.CI must hire additional ficid support staff to survey the customer site and to coordinate
the cutover from BA-NY °s network to the CLEC’s network. LCI must aiso davelop new saies
twols geared at targeting custumeiy ssrved out of end offices where the CLEC is collocated. LCU
must invest significant resources 10 traia billing, provisioning, wud cusiower-Support stall lo
enable them to develon the systems necessary to support CLEC resale. Such systems must then
be built and implemented. Given higher adminigtrative and overhead costs associated with the
provision of local telephony services, patticularly since most installnﬁons involve manual
conversion of lines 1o 2 CLEC's oetwork, the required ﬁmwuwmmghammbah
long-distance and BA-NY local wholesale discounts to make CLEC resalc minimally profitable.

22,  [fLCI desives to become a reseller of CLEC scmoes. it will have o invest in new
billing and provisioniag interfaces to the CLEC. Since “"'?“ interfaces will have to developed
for cach CLEC with which LCT has a resale arrangement, LCI cannot tske sdvantage of any seale
economies. The need for separate backoffice systems for ucL CLEC makes CLEC resaia
unappealing, especially since the two CLECs with nationwidé covarage (MFS and TCG) were
acquired by [XCs,

7. mﬁmimdcovangeofwmﬂwmmmbj&eﬁnﬁmmmm“
mopﬁonwmemnsmaubmwmidenﬁalcwtlnm In all cases, LCI would have
to tesell both CLEC and BA-NY services in every market to its customer bese, since, as in
the casc of LATA 132, 60% of LCT's long-dismnce customery cannot be reached through CLEC
resale.

24.  The simation for lessing CLEC local facilities js cven warse. The majority of

faciliries-based CLECs do ot offer switch partitioning or unbundied network elements.




Only the most cash-starved CLECs have been willing to discuss with LCT the sharing of
counc.u‘i-on facilities snd switch partitioning.  Doubts about the financial visbility of these
CLECs make such arrangements highly risky. Further, switch oquipment vendors' software and
hardware are not cwrently adapiable (0 partitioning, since thzse vendors have httle incentive to
offer such a feature to their customers.

25.  To the best of LCI’s knowledge, not a single I;Eciliﬁu-based CLEC has yet
geucated sufficient volume of business to justify thetr mvuimcms by revenue, when
depreciation and amartizatjon of their netwodks is inchxledilé their financial statements. This is
mb«auxminnllmmmmmahalmahiawwﬁnm investment ig

required to construct a Joca! network Aﬂcrﬁminvauncnl$nude.cunommhavetobesoid

and moved to the CLEC nctwork one ordesat atime. The -mephonebusimsis
accordingly volume-based, with volume alone generating theirevenues 1o pay back the
investment in the network. While the network is an upfront cost, the volume of customers
needed 10 pay for it can be generated anly slowly, over time.

26.  Given the high detx load of most facilits CLECs and the lack of

modcl supporss either « stand-alone CLEC retsil aperation scrving residantial and dispersed
small business customers or & carriers’ cartier wholesale ion. The fuct that BA-NY has not
buils a facilities-based CLEC outsida its home region (cspecially in adjacent markets such as
Conmecticut and Rochester) also suggests that only a buy-out justifies the huge eapital

mvestment of building ¢ lacal wircline network.




Section IV |
The expeass and time mq-hdnb-ﬂdahniwﬁﬂinc petwork means
that existing CLECs are unlikely to expand their| nctworks and aew CLECs
are unlikely to build networks to serve most small-business aud
residentis custemers in the forcsecable fature.

27. Thcexpcmcandtimemquiredtohxildam*wildmnetworkmmdm
CLECs are unliksely to sither build new nctworks or expand gxisting oncs 10 serve most small-

business snd residential customers in the foreseesble future. [This is so for the following reasons.

28.  The provision of facilitics-based competitive selephony scrvices requires
mare than purehasing and activating 2 local switch The expenditures associated with the
purchase and activation of a jocal switeh are lcss than twenty|pereent (20%) of the total upfront

capital cxpenditures roquired to build a local network. l

29. A CLEC considering a facilities-based must also take into account the

capital costs associated with (1) the collocation cage st each end affice from where the CLEC

intends 1 provide service; (2) the digital loop camier equipment that mmust be installed

2t each end office to convert analog signals to a digits! (3) the fiber ring that is necessary

for ransmission of dara and voice signels from the collocation cage back to the switch; (4) the

clectronic equipment associsted with e fider ring and other fiber: and (5) the ancillary
systems required for billing, provisionung, testing, and sarvice. These costs assume the
nerwork coufiguration that CLECs such as MFS and TOG have emploged i tmost cities.

30. mmofmmmmummmm&wy
recurring charges for unbundled local loope from the customer premiscs to the collocation cage,
and the costs of any nghis-of-way and space (e.g, collocation space).
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gu%ﬁ?wiazqsniﬁanga%ﬁ%n?i&ﬁg
it is eollocated ar the customer premises. gpmnna_wo.ww?aauosaﬂissaaﬂs |
carry traffic 10 and from their customers. ?ﬂsggqgnna.gngiﬂ_ﬁn

networks in service today.

32. A few CLECs with microwave spertrum vse this technology o minimize the
costs sssociated with leasing fibet and collocation cages. seevice delivery method, however,
requires line-of-xght between the customer premises and the switch loestion (or mtermediate
hih) and faces severe distance limitations {1-2 milcs) at the 38 GHz and 24 GHz2 spectrum being

used for CLEC transport. Additionally, obtaining roof rights for microwave disbes is becoming

large market segment of small business and residences in offics parks and suburban arees will
b&guliuwnnug
34. CLECs that have also built Compesitive

premises the fiber passes. CLECS typically build CAP
gongusgilnﬂagggw
cascs. gggggogéeajngngE
ox charge a significant fos foc access.
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35. A coliocation-haced facilities etrategy mlns%amncu sense valy if service is
provided from end offices with a large number of potential customers marked by high wage. o
other words, such a strategy is ecouomically sensibic only in end offices that are located ta
commereial districts with a significam number of large- and medium-gized businesses This

basic fact explaine the lack of eollocation cages in the ma) of end offices in New York City

snd elsewhere in the state (see § [ 2bove). Alumstively, CLECs can and do lcase T1 and DS-3

facilitics from the ILEC to connect a customer’s building 1o the CLEC's switch. This service

delivery method requires some customer premises equipment (“CPE™) owned and served by the

CLEC such as digital loop cattiers. A significanr quantity lines and usage is
[

required to justify the monthly lease costs of the transport fadility, the eapital for the CPE, and

the ongoing maintensncs of the CPE. The cxlculus is by the ability to purchase

mmm;ﬁntA-NYumtmbmidledmkelmt.ulongucouwaﬁm is required.

Section V
The ecouomirs of local wireline networks bs lnhereatly different
from those of logg distance asd local wi networks.
36.  The cconomics of local wireline networks is i different from those of

loag-distance and local wirsless vetworks for the following The development of

competitive long-distance and local wireless networks over the last | S years does not mesn
37. M:ayl.oedAmandTnnq:m}AxmmeﬁmumnuyMOﬂyou

[LEC aconss tandem. 1f this is the case, long-distance cariers paly becd to pick-up o drop-off
I
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